Journal of Accountancy
Volume 61

Issue 5

Article 4

5-1936

Present Condition of Municipal Accounting
Arthur N. Lorig

Follow this and additional works at: https://egrove.olemiss.edu/jofa
Part of the Accounting Commons

Recommended Citation
Lorig, Arthur N. (1936) "Present Condition of Municipal Accounting," Journal of Accountancy: Vol. 61: Iss.
5, Article 4.
Available at: https://egrove.olemiss.edu/jofa/vol61/iss5/4

This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It
has been accepted for inclusion in Journal of Accountancy by an authorized editor of eGrove. For more information,
please contact egrove@olemiss.edu.

Present Condition of Municipal Accounting*
By Arthur N. Lorig

The accounting for municipal governments varies considerably
from that commonly practised by private industry. So greatly
do they differ that even an experienced auditor, in examining the
books of a municipality for the first time, may find himself un
certain as to the necessary procedure. Moreover, he may distort
the results he presents according to inappropriate principles
learned in his accounting for private industry. An understanding
of the specific financial requirements of municipal governments is
prerequisite to proper accounting and reporting for such an or
ganization.
Municipal accounting may be defined as the use of accounts and
other records in recording and presenting the financial aspect of
municipal government, disclosing the financial condition at any
given time, the results of operations, and other financial informa
tion pertinent to good management and control. The nature of
municipal government—its organization, the services performed,
the manner in which income is obtained and the policies followed
—determines the character of the financial information needed,
and this in turn determines the type of accounting system required
to supply the information.
Included as part of the organization of municipal government
are four principal groups—the citizens, the legislative body
(usually termed the council), the executives, and the minor em
ployees. Their interrelationships establish a certain condition
and order of accountability. The minor employees are account
able to the executives for the work assigned to them and for goods
and properties entrusted to their care. The executives are ac
countable to the council and (in the case of elected officers) to the
citizens for materials and properties under their control, for the
collection and safeguarding of money which may come under their
jurisdiction, and for the efficient performance of the activities
under their supervision. The council is accountable to the citi
zens for the total cost of the government, as compared to the
* This interesting survey of the facts and needs of municipal accounting does not attempt to
deal with the legal obstacles caused by a multitude of state laws. The author does not mention
but would doubtless be prompt to admit the very valuable work now being done by committees
in municipal accounting, notably the committee of the American Institute of Accountants.—
Editor.
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standards of service given, the tax rate, the financial condition of
the municipality and the credit standing of the municipal gov
ernment. This accountability should be reflected in the ac
counting system in such a manner that financial information
desired by any of the groups may be obtained promptly and
accurately.
The executives endeavor to control the expenditures and the
collection of money for which they are made responsible. The
council, with a broader responsibility covering the entire cost of
municipal government, the imposition of taxes, and the borrowing
and repayment of funds, controls the executives in their expendi
ture and collection of money. Citizens, interested in good gov
ernment and relatively low taxes, seek to control the council and
elected officers. For these purposes several direct instruments of
control may be used—the budget, acts of council and popular
referenda. To make the control devices effective, the accounts
must disclose whether the restrictions imposed and authorizations
granted are being properly observed.
The nature of the services performed by municipal government
directly affects the nature of accounts. Services are many and
varied, including such widely differing activities as paving streets,
providing for the poor, acting as trustee and disposing of dead
animals. For determining policies in regard to offering various
services and for controlling their performance, information should
be made available as to the cost of each service and the income, if
any, obtained from it. With the increase in the number of serv
ices offered by governments, there occurs an increase in the
number and variety of accounts necessary to show the financial
aspect of public services.
The manner of obtaining income also has an effect upon the
nature of the accounting system. There are many sources of
income, each of them requiring separate accounting. Further
more, the amount of income obtained through services performed,
through the ownership of property or in other ways not dependent
upon direct legislative action is usually much too small to pay for
needed expenditures; and the deficiency in any one year must be
made up through taxing or borrowing. The amounts to be ob
tained in this way should be estimated in advance if the financial
machinery is to run smoothly. For this reason, accounting in
formation upon which to base estimates of future income and
expenditures must be made available.
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Nature of Financial Information Needed

Financial information concerning municipal government is
needed by executives, members of council, and citizens; and it may
also be desired by other governments, creditors (including inves
tors in municipal securities) and students engaged in research.
Other governments may seek information in order to control the
activities or fiscal policies of municipalities—in debt incurrence,
for example—or they may merely wish to compile helpful statis
tics. The creditors are interested in determining the risk involved
in lending money or in analyzing the prospect of repayment, once
money has been lent. Students engaged in research may have
numerous purposes in mind.
The specific nature of the information desired by various groups
must be understood before a proper accounting system can be
prepared. The classification of accounts, framework of the ac
counting system, should be designed both to accumulate and
present the information economically in the quickest and clearest
manner. It is impossible to foresee all the forms such information
might be required to take, especially in compiling operating statis
tics where the executive may often call for new kinds of data.
But there are certain rather standardized kinds of information,
regularly sought, which should be obtainable from the accounts.
They are of concern in the development of a classification of
municipal accounts.
The classification can not in itself be expected to supply every
kind of regularly desired financial information. For some data it
may be necessary to regroup certain of the accounts. If, for
example, object accounts are subsidiary to activity accounts in
the classification, the object costs for a department performing
more than one activity can be obtained only by separately adding
the similar object costs of its activities or by reclassifying the
items. In case special information is desired, it may even be
necessary to analyze accounts into further detail.
The financial information suitable to meet the needs of one
group will usually vary in some particulars from that useful to
the others. Consequently, an analysis of the typical require
ments of each group and, in the case of executives, of different
members within the group is desirable.
Operating executive.—The operating executive (one in charge
of an operating unit) must know the relation of the amount of
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expenditures he is making to the amount appropriated to his or
ganization unit. If the appropriation is divided among the
various activities and objects of expenditure and is further sub
divided by months or quarters of the year, he should be regularly
informed, through operating statements, of the relationship be
tween the expenditures and the appropriation or allotment de
tails. Special fund requirements may also need to be observed.
One indication of the efficiency of the executive is his ability to
make the expenditures according to the purpose and limitations
set forth in the budgetary and fund restrictions. The accounting
should reveal whether he is succeeding in doing this and may
thereby serve as a constant guide to him.
The operating executive may be made responsible for the col
lection of income from various sources. The amounts actually
received, compared with the amounts expected from the sources,
give information helpful to him in ascertaining the state of income
collection and in determining the collecting policy to follow in the
near future. He is also responsible for the properties, materials,
supplies, cash and other assets under his direct control. Periodi
cal inventories, a method of stores accounting and a system of
internal check help to verify the assets or to warn him if some are
disappearing. His control over employees and his judgment in
deciding on methods of performance may be aided by unit costs
and by various kinds of operating statistics. It is possible that a
comparison of unit costs or object costs between cities will dis
close, prima facie, the relative efficiency of employees and methods
of operation, thus affording a better basis for administering his
organization unit.
Chief executive.—The chief executive uses the same kind of
information as the operating executive so far as his own depart
ment is concerned. To a less extent he needs similar information
regarding all organization units, for one of his duties is to see that
the various departments follow policies and financial plans made
by the council. Statements of financial condition of funds and
appropriations also are of use in exercising this responsibility.
The preparation or approval of a new budget is ordinarily an
other task of the chief executive. Certain kinds of accounting
information are necessary to the proper performance of this work.
Information as to the financial condition of various funds and
appropriations helps to reveal whether a surplus will be available
to be carried forward for use in the next period or deficits might
379
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occur necessitating charges against future income; whether changes
might be made to advantage in certain estimates of expenditures
for the coming period and whether the policies followed in debt
incurrence and retirement have been satisfactory. Knowledge of
income during past and present years (classified by funds to which
it accrues and sources from which it comes) compared with the
income estimated for the present year and the income expected
for the coming year is useful in approving estimates. Infor
mation as to actual and estimated cash receipts for the same
years, similarly classified, help to determine the collectibility of
expected income and the time of collection. If appropriations
are to be based on expected cash receipts instead of expected in
come, the information regarding cash is even more important.
For budgeting purposes, the chief executive also needs informa
tion as to expenditures, classified by the funds from which they
are paid, by their general character (e.g., operating expense, debt
redemption and interest), by the organization units making the
expenditures, by the activities for which they are made and by
the object of expenditure (the kind of article or service obtained).
Records of actual expenditures in past and present years give aid
in judging budgetary estimates for the coming year. Unit costs
of performing certain activities or operations, determined from
past experiences, would also help in appraising the estimates.
Information on the details of the public debt must be available
when preparing or approving the budget. These details should
cover redemption and interest requirements, the status of the
sinking fund, debt limitations and the kind of debt involved in
the limitations—all essential in formulating a financial plan.
Controller.—The controller, who is in immediate charge of the
accounting system, is concerned with providing all the financial
information necessary to the proper administration of the system.
Ordinarily the controller is, and should be, charged with seeing
that appropriations are not overexpended and that all financial
restrictions are observed. His authorization should be required
on all expenditures, warranting that appropriations are available
for paying them and that they are in conformity with fund stipu
lations, budget standards or requirements or any other controlling
factors. Hence, he must have information as to the nature of all
expenditures, the funds from which they are to be paid, and the
condition of the appropriations—i.e., the amount of the original
appropriations and the expenditures and encumbrances already
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applicable thereto. Before authorizing the payment of charges,
he must know the financial condition of the funds from which they
are to be paid. If cash is low and payrolls or other more pressing
liabilities must be met in the near future, it may be necessary to
postpone paying the present charges or to borrow money tempora
rily. In planning which to do, he must know what other resources
are in the funds, when they may be expected to be converted into
cash, and the kind, amount and due date of the other liabilities.
This information may also indicate the need for a firmer collection
policy, or it may even show the possibility of investing funds
temporarily.
In his capacity as head of the accounting department, the con
troller is responsible for the accuracy of the accounting informa
tion. An important degree of accuracy (assuring, to some extent,
accurate posting and computing in the books and the recording
of all current assets and liabilities) is obtainable through the use of
a system of internal check. It is to the controller’s advantage
to adopt an accounting system which permits internal checking.
Treasurer.—The treasurer desires information regarding his
own department similar to that required by other operating ex
ecutives. In addition, as custodian of the cash, he should be
prepared to report the receipts, disbursements and cash balances
by funds at any time, usually daily, and in sufficient detail to per
mit their verification. His report to the controller should classify
the receipts by sources (including as a source the various accounts
receivable) and the disbursements in a manner which permits
their verification with the warrant register or other record of
authorization for payment.
Council.—The councilmen (aidermen, commissioners or se
lectmen), in approving or initiating the budget, require informa
tion for the purpose. If additional appropriations become
necessary during the year, or restriction of expenditures becomes
desirable, because of failure to realize some of the expected in
come, or additional borrowing seems necessary, or transfers be
tween appropriations are requested, information disclosing the
need must be submitted to them. This would probably best take
the form of a comparison of actual income and expenditures with
the estimated amounts to date or for the year (possibly limited to
the particular kinds of income and expenditures necessitating the
change). New estimates covering the balance of the year should
also be included.
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The council should also be given periodic reports of the con
dition of funds and statements of income and expenditures. By
keeping in constant touch with the financial side of government,
they may see reasons for altering certain policies and restrictions
or adopting new ones.
Citizens.—Citizens (taxpayers) should be informed as to where
the municipality obtained its money (income and receipts classi
fied by fund and sources), where the money went (expenditures
classified by fund, character, organization unit, activity and ob
ject), the financial condition of the funds, the efficiency of opera
tion, the honesty of the executives and other employees, and the
future financial program. The necessity for this information has
already been stated.
Other governments.—The interest of other governments in the
accounting for municipalities might take various forms. The
state may prescribe uniform systems and may audit the accounts
periodically to see that they are properly kept. The information
they would desire would then be that which would be most helpful
to the municipality itself. This information has been already
described.
When comparable data from the various municipalities are
sought, the objective is again chiefly that of helping local officers.
Hence, the needs of officers for accounting information in general,
will indicate the nature of the information, sought by the other
governments for statistics. Additional information may be re
quired for control of debt and of expenditures from grants-in-aid,
but this information also would be available if the needs of the
officers were satisfied.
Creditors.—The creditors, in desiring to determine the risk in
volved in lending money to a municipality, would wish informa
tion as to the financial condition of funds, the details of the public
debt and the financial plan for the coming year, showing pro
visions for payment of debt and interest. This information
would be available if the accounting system provided the informa
tion described as necessary for the officers and council.
Summary of financial information required.—The financial in
formation needed may be restated conveniently in outline form
as follows:
Information regarding the financial condition of funds:
All the resources (cash, amounts receivable of various kinds,
and inventories), all the liabilities and the various reserves.
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From them the unappropriated surplus or the deficit may
be determined.
Information regarding the financial condition of appropriations:
The amounts of the appropriations and the expenditures and
encumbrances to date.
Information regarding current operations:
Income classified by fund, character, organization unit and
source.
Cash receipts classified similarly.
Expenditures classified by fund, character, organization unit,
activity and object, compared with appropriations and
allotments.
Profits and losses of public utilities and other activities selfsupporting in their nature.
Additional information used in budgeting:
Income, cash receipts and expenditures of previous, though
recent, years. These are to be compared with current data
and estimates for the present and coming years.
Details of the public debt.
Information for cost accounting:
Expenditures classified by organization unit, activity and
object.
Stores accounting.
Depreciation of properties.
Miscellaneous:
Cash receipts and disbursements in sufficient detail to permit
their verification and to show their relation to the proper
funds.
Information for internal check in addition to cash verification,
such as verification of amounts receivable, stores and
amounts payable.
Unpredictable information for operating and other statistics.
Present Condition of Income and Expenditure Accounting
for Municipalities

Enough similarity exists between municipalities to cause their
needs for financial information to be much alike. It might there
fore be expected that a considerable degree of uniformity would
exist in the form of their financial reports.
That is not the case, however. A study of their reports dis
closes a surprising absence of uniformity and even a failure to fol
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low certain generally accepted accounting principles. Some
cities report expenditures, while others report only disbursements.
Some profess to report disbursements, but their statements
clearly indicate that they are presenting expenditures; and
conditions the reverse of this are also found. Some report their
expenditures (or disbursements) classified by object of expendi
ture, some by activities and functions, some by the name of the
vendor and some in other ways. Income is also diversely classi
fied, and vague and widely varying terminology is used. The
nature of the financial information best suited to municipal gov
erning seems not to be well recognized.
It is difficult to determine the extent of uniformity existing
in municipal accounting at the present time. Approximately
one-half of the states have prepared and are recommending or
requiring uniform systems of accounting for some or all of the
municipalities within their borders. Furthermore, the classifica
tion of accounts used by the bureau of the census of the United
States department of commerce in its financial statistics of cities
has had a noticeable influence toward introducing uniformity in
the accounting for cities of other states. Nevertheless, as between
states and within the states which do not foster uniform systems,
there is a conspicuous lack of uniformity in the recording and
reporting of income and expenditures.
To illustrate the lack of uniformity the following data were
taken from the reports of thirteen cities having a population be
tween 100,000 and 150,000 (1930 census). By choosing cities of
approximately equal size, any differences which might arise in the
accounts through variations in the population should have been
avoided.
Dissimilar funds.—Each of the cities reported a division of
income and expenditures between funds, but the funds ranged in
number from four to seventy-one. Furthermore, there was com
paratively little similarity between them. Each city had one
fund dealing with general income and operating expenditures, but
such funds were designated in various ways (general fund, current
fund accounts, current accounts corporate fund, or no title at all)
and varied widely in their scope.
Differing treatment of capital expenditures.—Capital expendi
tures were clearly separated from operating expenditures in only
six of the thirteen reports. In two of the reports no distinction
was drawn between the two classes of expenditures. In the re
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maining five reports, it seemed impossible to determine whether
the separation was made or not. Good accounting, of course,
requires that the separation be clearly made.
Varying classification within the funds.—All of the thirteen
cities classified the expenditures (or disbursements) within most
of their funds, but they were far from uniform in their method of
classifying. Six cities distinguished between certain character
classes—operation expenses, fixed charges, capital outlays, etc.;
all of them reported by departments; ten showed, to some extent,
the items segregated by functions and activities; and twelve had a
form of object classification. But as the fund classifications were
quite incomparable, so these classifications within the funds fol
lowed no common rule or tendency. In one report a classification
would be made subsidiary to another; in another report they held
reversed positions. Sometimes their positions were reversed in
different parts of the same report.
Income (or receipts) was classified within the funds with much
more uniformity—the prevailing method was by character and
by source. Usually the character classes were not identified,
apart from the sources, but they could be readily determined.
Differing bases of accounting.—In most of the thirteen reports
it was impossible to determine whether the figures presented were
merely receipts and disbursements (cash accounting) or revenues
and expenditures (accrual accounting). The titles given to the
tables of accounting information were too contradictory to give
conclusive evidence.
Even when the cash terms “receipts” and “disbursements”
were consistently used in a report, the reader usually could not
feel satisfied that the figures represented only cash transactions.
When balance-sheets were presented in the reports (a common
occurrence) they seemed always to include taxes receivable and
accounts payable or encumbrances, indications that accrued items
were recorded in the accounts. Yet reconciliations between the
figures purporting to be cash and the accrued items seem never
to have been offered.
At the present time we see widespread agitation for uniformity
and improved methods of accounting for municipalities. It is
timely, therefore, to have ready for use a model system of ac
counting, or any essential part thereof, suitable to the present
financial requirements of municipalities.
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